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CONEIDENTIAL QUITO 8209 
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TAGS: BEXP, ENRG, EC 

SUBJECT: GOE ANNOUNCES TENTATIVE DECISION TO AWARD CONTRACT EOR 
ESMERALDAS REEINERY'S OEESHORE TERMINAL TO SPANISH- 
ITALIAN GROUP 

REFS: (A) QUITO 5904; (B) QUITO 6033 

1. BEGIN CONFIDENTIAL. SUMMARY: THE GOE HAS ANNOUNCED IT 

WILL AWARD TO A SPANISH-ITALIAN GROUP THE CONTRACT EOR CONSTRUC- 
TION OE THE URGENTLY-NEEDED OEESHORE TERMINAL FOR THE SOON-TO- 
BE-FINISHED ESMERALDAS PETROLEUM REEINERY, PROVIDED THAT EURTHER 
NEGOTIATIONS WITH THIS GROUP SUCCESSEULLY RESOLVE SOME POINTS 
NOT ADEQUATELY COVERED IN THE ORIGINAL BID INVITATION. THIS 
DECISION RUNS COUNTER TO THE REPORT OP A GOE TECHNICAL COMMIS- 
SION WHICH RECOMMENDED THAT THE CONTRACT BE AWARDED TO THE U.S. 
PIRM OCEANIC CONTRACTORS, AND THE DECISION ALSO IGNORES THE 
REPORT OP AN IDB EXPERT WHO HAD STRONGLY ENDORSED THE TECHNICAL 
COMMISSION'S CONCLUSION. 

OCEANIC REPS ARE STILL HOPEFUL THAT NEGOTIATIONS BETWEEN 
SOTOMAR AND CEPE WILL BREAK DOWN AND CEPE WILL THEN OPEN 
DISCUSSIONS WITH OCEANIC AS THE NEXT-HIGHEST BIDDER. END 
SUMMARY. END CONEIDENTIAL. 

2. BEGIN UNCLASSIPIED. IN MID-OCTOBER A GOE TECHNICAL 
COMMISSION SUBMITTED A REPORT TO THE STATE OIL CORPORATION, 

CEPE, CONCLUDING THAT, OP THE POUR BIDS SUBMITTED EOR THE 
CONTRACT EOR THE CONSTRUCTION OP THE OPFSHORE TERMINAL, THE 
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ONE SUBMITTED BY THE U.S. PIRM OCEANIC CONTRACTORS (A 
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SUBSIDIARY OF I. RAY MCDERMOTT OF NEW ORLEANS) WAS THE BEST 
IN TERMS OF BOTH PRICE AND TECHNICAL ASPECTS. SHORTLY AFTER- 
WARDS AN EXPERT SUPPLIED BY THE IDB SUBMITTED A REPORT TO 
CEPE CONFIRMING THE TECHNICAL COMMISSION'S CONCLUSION. 

THE EXPERT (W. H. LEWIS, AN AMERICAN CITIZEN ON LOAN EROM 
THE U.S. ENGINEERING FIRM JAMES BUCKLEY OF WASHINGTON D.C.) 
STRESSED THAT OCEANIC'S OEFER WAS ESPECIALLY ADVANTAGEOUS 
IN THAT THE WORK UNDER IT WOULD BE CONDUCTED ON A BARGE AT 
SEA, WHEREAS THE OTHER OEFERS ENVISAGED LAND-BASED OPERATIONS 
THAT WOULD BE FAR MORE SUBJECT TO DISRUPTION PROM BAD 
WEATHER OR FROM THE EARTH TREMORS THAT NOT INFREQUENTLY 
STRIKE ESMERALDAS. 

3. DURING THE PAST THREE WEEKS, CEPE HAS REPEATEDLY 
ANNOUNCED THE CONVENING OF MEETINGS AT WHICH THE FINAL 
DECISION WAS TO BE MADE ON AWARD OF THE 

CONTRACT; AT THE CONCLUSION OF EACH SUCH MEETING, HOWEVER, 
CEPE ANNOUNCED POSTPONEMENT OP THE DECISION. AFTER THE 
FIPTH SUCH MEETING, HELD ON THE EVENING OF 
NOVEMBER 17, CEPE ANNOUNCED THAT IT WILL ENTER INTO NEGO- 
TIATIONS WITH THE SPANISH PIRM SOTOMAR (SOCIEDAD DE TRABAJOS 
Y OBRAS MARITIMAS S.A.) WITH A VIEW TO AWARDING THE CONTRACT 
TO THAT FIRM IF AGREEMENT IS REACHED ON SEVERAL POINTS 
NOT SET FORTH IN THE ORIGINAL TENDER AND NOT SPECIFICALLY 
COVERED IN THAT FIRM'S OFFER. 

4. THE CEPE ANNOUNCEMENT 

REPORTED THAT THIS FIRM, WHICH WOULD WORK IN ASSOCIATION 
WITH THE ITALIAN FIRM MICOPERI, HAD SUBMITTED THE LOWEST 
PRICE OFFER, 390 MILLION SUCRES (25 SUCRES OFFICIALLY 
EQUAL US$1). ACTUALLY, THIS FIRM'S PRICE OFFER 
IN THE FORMAL BIDDING PROCESS WAS 483 MILLION SUCRES, AS 
COMPARED WITH ONLY 393 MILLION QUOTED BY OCEANIC, 437 
MILLION BY THE ITALIAN FIRM TECHINT AND 625 MILLION BY 
THE FRENCH FIRM BOUYGES. AFTER THESE OFFERS HAD BEEN 
RECEIVED, CEPE PERMITTED THE BIDDERS TO ADJUST THEIR PRICES. 

THE EMBASSY HAS LEARNED TTHAT OCEANIC REFUSED TO MAKE ANY 
ADJUSTMENT, ON THE GROUNDS THAT ITS PRICE OFFER ALREADY 
REPRESENTED THE LOWEST POSSIBLE, AND THAT ANY LOWERING OF 
THE PRICE COULD ONLY BE ACCOMPLISHED THROUGH A LOWERING OF 
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THE QUALITY OF THE WORK TO BE PERFORMED. SOTOMAR, ON THE 
OTHER HAND, REDUCED ITS PRICE OFFER BY SOME 93 MILLION 
SUCRES TO A LEVEL BARELY UNDER OCEANIC'S (WHILE TECHINT 
REDUCED ITS TO A LEVEL SLIGHTLY ABOVE OCEANIC'S). 

5. CEPE'S NOVEMBER 17 ANNOUNCEMENT SAYS THAT IF NEGO- 
TIATIONS WITH SOTOMAR FAIL, CEPE WILL NEGOTIATE WITH EACH 
OF THE NEXT-LOWEST BIDDERS ONE BY ONE, I.E., FIRST WITH 
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OCEANIC, THEN TECHINT, THEN BOUYGES, UNTIL A SATISFACTORY 
AGREEMENT IS REACHED. END UNCLASSIFIED. 

6. BEGIN CONFIDENTIAL. EMBASSY COMMENT: EVEN IF CEPE HAD 
NOT CALLED FOR QUESTIONABLE POST-BIDDING MODIFICATIONS IN 
THE BID PRICES, IT IS POSSIBLE THAT CEPE WOULD HAVE SOUGHT 
SOME WAY TO AVOID AWARDING THE CONTRACT TO OCEANIC; THAT 
WOULD HAVE BEEN EMBARRASING TO MINISTER OF NATURAL RESOURCES 
VARGAS-THE DOMINANT DECISION-MAKER ON THE CEPE BOARD-WHO 
SUPPORTED THE FORMER CEPE DIRECTOR IN A BATTLE THAT AROSE 
DURING A PREVIOUS, LATER-CANCELLED BID FOR THE OFFSHORE 
TERMINAL (SEE REFS). 

7. OCEANIC'S LOCAL AGENT, A PROMINENT ECUADOREAN BUSINESS- 
MAN, TOLD THE E/C COUNSELOR NOVEMBER 18 THAT IN BREAKING 
THE BAD NEWS TO OCEANIC, THROUGH A TELEPHONE CALL TO NEW 
ORLEANS THE PREVIOUS EVENING, HE HAD TOLD THEM HE WAS 
CONFIDENT HE COULD STILL WIN THE CONTRACT FOR OCEANIC IF 
THE FIRM AGREES TO "PLAY THIS GAME THE ECUADOREAN WAY 
I.E., BY NOW REDUCING OCEANIC'S PRICE OFFER TO A LEVEL 
BELOW SOTOMAR'S, IN THE KNOWLEDGE THAT THE PRICE CAN 
SUBSEQUENTLY BE RAISED BY TAKING ADVANTAGE OF THE ABOVE- 
MENTIONED EXPECTED PROVISIONS OF THE CONTRACT-BUT HE ADDED 
THATU HE HAD RECOMMENDED AGAINST THAT, AND OCEANIC OFFICIALS 
HAD AGREE TO FOREGO THAT OPTION. 

8. INSTEAD, OCEANIC'S REPRESENTATIVE SAID, THE COMPANY'S 
CURRENT STRATEGY IS TO TAKE ITS CASE TO THE ECUADOREAN 
PRESS, SEEKING TO HAVE NEWS STORIES AND COMMENTARIES 
PUBLISHED THAT WILL BRING OUT THE IRREGULARITIES IN THE 
TENTATIVE DECISION IN FAVOR OF SOTOMAR, AND WILL ALSO BRING 
OUT WHATEVER INFORMATION CAN BE FOUND THAT CASTS DOUBTS ON 
THE DESIRABILITY OF AWARDING THE CONTRACT TO SOTOMAR AND 
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ITS ASSOCIATE MICOPERI. FOR EXAMPLE, HE SAID, HE WILL 
STRESS THE TECHNICAL ADVANTAGES OF OCEANIC'S PROPOSED 
SEA-BASED CONSTRUCTION TECHNIQUE OVER SOTOMAR'S LAND- 
BASED TECHNIQUE; AND HE IS TRYING TO OBTAIN INFORMATION 
ABOUT AN OFFSHORE TERMINAL THAT WAS CONSTRUCTED BY MICOPERI 
IN THE BAHAMAS WHICH REPORTEDLY PROVED DEFECTIVE AND 
EVENTUALLY HAD TO BE PARTIALLY REDONE BY OCEANIC'S PARENT 
FIRM MCDERMOTT. 

9. WHILE OCEANIC'S LOCAL REPRESENTATIVE SAID HE IS NOT AT 
ALL OPTIMISTIC THAT THIS STRATEGY WILL SUCCEED, HE SAID HE 
HAS NOT LOST HOPE ENTIRELY, AND HE IS ENCOURAGED BY THE 
FACT THAT SEVERAL KEY TECHNICAL EXPERTS ON CEPE'S STAFF 
HAVE MADE PLAIN THEY ARE AS UNHAPPY AS IS OCEANIC ABOUT THE 
FAILURE OF THE CEPE BOARD TO DECIDE IN FAVOR OF OCEANIC. 
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END COMMENT. END CONEIDENTIAL. 

BLOOMEIELD 

CONEIDENTIAL 
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